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Current Developments
Recent Legal Developments In Latin America
Edited by RICHARD C. ALLISON

*

Over the course of a year the legislative and judicial developments in an area as vast, active, and diverse as Latin America are
invariably numerous and interesting. Some of them require immediate attention by those affected, such as, for example, the decision
of a leading commercial court of Venezuela that a promissory note
with a fixed maturity date may not provide for the payment of interest
-a result that has caused lawyers in that country to re-examine the
lending techniques of their clients. To those interested in investing
in Brazil it can be useful to know that monetary correction clauses
and convertible debentures, heretofore legally difficult or impossible,
may now be employed, under certain circumstances, in connection
with financing there. In a broader sense the economist or political
scientist might discern a trend for better or worse in the adoption in
El Salvador, M6xico and Venezuela of legislation intended to impress
a national character upon certain industries, but any temptation to
over-generalize on the basis of these laws is forestalled by the promulgation in Bolivia of a system of inducements intended to attract
foreign investment and the enactment in Chile of legislation providing
for governmental partnership with private foreign investors in a
massive expansion of the copper industry.
Each year the Section's Committee on Latin American Law
reports on significant legal developments that have come to the attention of its members. This year's report covering the year ended
July 1, 1966, is summarized below:

Argentina
Customs Duties

Pursuant to Decree No. 9563 of November 2, 1965,1 machinery
and equipment (capital goods) destined for projects financed with
credits from the Inter-American Development Bank granted prior
to December 31, 1964, may be imported free of duties if the goods
are not manufactured in Argentina. If similar goods are manufacMember of the New York Bar.
1 Boletin Oficial of November 10, 1965.
*
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tured in Argentina, proof must be presented that they are not technically suitable for the project.
Economy
Law No. 16,699 2 extends the economic emergency previously
declared under Law No. 16,454. The Executive Power is authorized
to adopt standards governing production, distribution, and consumption, including price controls, production quotas, and measures dealing
with the use of patents and the suspension of concessions or special
privileges.
Exchange Control
Circular No. 235 of June 14, 1965, as clarified by Circular
No. 282 of March 4, 1966, sets forth the information that must
accompany applications for the purchase of exchange for imports,
loans without a bank guaranty, royalties, dividends, profits, and
technical services.
Bolivia
The military junta which ousted the government of Victor Paz
Estenssoro in November 1964 and has later ruled the country by
decree has enacted a new Mining Code and a new Investment Law
reflecting a policy of increased emphasis on the development of the
private sector of the economy.
Investment Law
This new law for the Development, Promotion and Assistance
of Private Investments, enacted by Decree Law No. 07366 of
October 20, 1965,1 grants the investor somewhat more liberal benefits
than the Investment Law of December 16, 1960, which it supersedes.
As under the 1960 law, eligibility for investment incentives and
guaranties is extended to virtually all new investments, whether undertaken by Bolivians or foreigners, with Bolivian or foreign capital,
provided only that such investments are, in the opinion of INPIBOL,
the Bolivian Investment Promotion Institute in charge of implementing
the new Investment Law, designated to promote economic development and to increase domestic production. Development activities
favored under the new law include mining, agriculture, cattle breed2

Boletin Oficial of September 28, 1965.

3 Gaceta Oficial of October 27, 1965.
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ing, forestry, meat and produce processing and canning, the manufacture of paper, chemicals, pharmaceuticals, electrical and sanitary
appliances, and candy as well as basic metals, machinery, tools,
vehicles, fuel, and construction materials.
Investment incentives are grouped in three categories, generally
commensurate with the percentage of domestic raw materials utilized
by the investor. The categories are: (I) over 60%, (11) between
30% and 60%, and (III) under 30%.
Category I incentives include partial or complete exemptions
from stamp taxes, taxes on revaluation of fixed assets in the event of
devaluation of the Bolivian peso, and taxes on certain reinvested
profits; accelerated depreciation rates for machinery, equipment, and
vehicles, as well as buildings and construction; duty-free imports of
raw materials, equipment, and machinery; duty- and royalty-free
exports of new products diversifying domestic production; and tariff
and anti-dumping protection (and preferential purchasing by Bolivian
Government agencies), particularly for goods manufactured in substitution of imports.
Incentives for mining investments include all of the foregoing plus
a number of additional tax incentives peculiar to mining activities,
including a four-year exemption from the global complementary tax
on mining income, complete exemption from tax on the first transfer
of mining concessions to the investor, a 50% reduction of the tax on
mining leases, complete exemption from all taxes where earnings are
immediately invested in the mining industry, accelerated depreciation
for mining equipment and a guarantee that the export royalty (regalia) tax will not be increased for a period of four years after
registration of the investment.
The law provides that, in the event of expropriation, the compensation paid by the Government may be freely converted and remitted
abroad. The law also guarantees free repatriation and convertibility
of capital, profits, and loan repayments from qualified investments.
Furthermore, it exempts investors from all new direct taxes imposed
within five years after registration of the investment and from any
change in rules for computing profits which, if applied, would result
in higher taxes.
Application for benefits under the Investment Law, addressed to
INPIBOL and accompanied by technical and economic feasibility
reports and evidence of the financial solvency of the investor, must
International Lawyer, Vol. I, No. 2
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precede the financing of the project. If approved by INPIBOL,
qualification is granted in the form of a Supreme Resolution signed
by the President of Bolivia and the investment with the benefits
granted under the law is then inscribed in the National Register of
Private Investment. Upon approval, the investor is obligated to contribute 3% of total tax and duty exemptions granted to his project to
help defray the technical expenses of INPIBOL.
Mining Law
The new Mining Code, Decree Law No. 07148 of May 7, 1965,'
went into effect on July 7, 1965, superseding the Mining Code of
February 11, 1925 and a host of decrees and regulations issued
thereunder. The new Code constitutes an improvement in terms of
clarity, simplification of administrative procedures, and liberalization
for the private mining industry. However, its constitutionality is not
free from doubt in view of Art. 26 of the Bolivian Constitution which
expressly reserves the power to alter and amend codes to the legislature. In essence, the Code presents a modified restatement of Bolivian
property law relating to mining, with broad emphasis on the substantive and procedural aspects of mining concessions. It deals only
peripherally with such matters as taxation and investment benefits.
All minerals, except oil, other hydrocarbons, and medicinal waters,
which are subject to special laws, fall within its purview. The taxation and control of exports of gold, other rare metals, and precious
stones are covered by separate statutes.
Fundamental to an understanding of the Code is the old Spanish
precept contained in Article 138 of the Constitution and restated in
the Code that all mineral resources, whatever their form, origin, or
location, are owned by the State. The granting of mining concessions
is therefore the exclusive prerogative of the State. Thus, a landowner
in Bolivia is not by virtue thereof also owner of the rights to the
minerals located on or beneath the surface of his lands but may obtain
a concession to exploit such minerals. Concessions may be freely
transferred but may not be subdivided.
As a rule, concessions will be granted only in areas not preempted by the Government-owned Bolivian Mining Corporation
(COMIBOL), comprised mainly of the properties owned by the
Patifio, Hochschild, and Aramayo interests until they were nationalized
4 Gaceta Oficial of

June 23, 1965.
International Lawyer, Vol. I. No. 2

Current Developments: Latin America

/277

in 1952, or set aside as State mineral reserves. Under the Code the
State will protect installations and capital employed in private mining
operations "as long as their use is not prejudicial to the interests of
the State." The private mining industry is given the status of a public
utility.) Consequently, private holders of mining concessions have a
limited right of eminent domain for purposes of expropriating surface
lands and water rights and the creation of easements required for the
conduct of their mining operations. On the other hand, their status
opens the door to Government supervision and control.
At this time only the so-called "small" private mining enterprises must sell their production through or with the authorization of
the State-owned Bolivian Mining Bank, while "medium-sized" mining
enterprises may market their production freely. (The distinction
between these two categories of mining enterprises, based largely on
annual output and capitalization, is left to separate legislation.)
All Bolivian mineral producers are obligated to give preference
to local smelters in the sale of ore, and, conversely, such smelters are
bound to purchase ore at the same or better prices and terms than
those offered by foreign smelters (Art. 77).
The basic concession unit is the pertenencia-aninverted pyramid with a rectangular surface area of 10OM 2 (1 ha.) having its vertex
at the center of the earth. No person is allowed to hold exploration
or exploitation concessions in excess of 20,000 pertenencias (20,000
ha.) at any one time.
Concessions are, as a rule, granted by the Provincial Superintendent of Mines to the person first filing the claim, subject to divestment in certain prescribed cases such as failure to work the concessions
(generally six months in the case of exploration and two years in the
case of exploitation), abandonment or default in the payment of the
nominal (royalty) patente tax. Concessions are divided into three
categories:
1) Aerial prospecting (granted only in exceptional cases by the
Bolivian President);
2) Surface exploration (normally for a term of up to two
years), convertible at any time into an exploitation concession;
3) Exploitation (normally granted in perpetuity) which includes the right to process, smelt, and refine the minerals in
question and to own and exploit the resulting slag, cinder,
International Lawyer, Vol. I, No. 2
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and tailings. (For the establishment of smelters and refineries,
an additional permit is required from the Ministry of Mines.)

In lieu of any direct tax other than the global complementary
tax, Bolivian mining enterprises must pay a royalty (regalia) tax
based on the grade of minerals or metals exported and the world
market price for such minerals or metals at the time such export is
made. Reinvestments of profits and dividends are completely tax
exempt.
Taxation
Decree Laws Nos. 07360 of October 18, 1965 1 and 07447 of
December 22, 1965 6 establish new rates for the royalty (regalia) tax
on tin and tungsten exports, respectively.
Supreme Decree No. 07516 of February 16, 1966, sets forth
a new rate schedule for stamp taxes.
Brazil
There has been a virtual avalanche of legislation in Brazil since
the Revolution of 1964. The following is a selective list of those laws,
decrees, and administrative rulings and regulations deemed most
significant.
Banking

In November 1965 the Government instituted the "new cruzeiro," which will be worth 1,000 old cruzeiros. The new currency
was slated for circulation sometime in the spring of 1966; however,
its issuance is not expected until there is some firm evidence of price
stability.
Law No. 4595 of December 31, 1964 ' introduces major changes
in the banking system. It establishes a Central Bank, which has
succeeded to the exchange control function of SUMOC and has the
tasks of overseeing the country's general financial situation and of
assuring a more rational utilization of the resources of the federal
banks. Also, the law creates the National Monetary Council as the
main organ of monetary policy.
"Gaceta Oficial of October 20, 1965.
6 Gacetu Oficial of December 29. 1965.
Gaceta Oficial of February 16, 1966.
S Diario Oficial (sup.) of December 31, 1964.
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Financial institutions (defined in the law) may function in the
country only pursuant to Central Bank authorization, or, if foreign,
Executive decree.
Financeand the CapitalMarket
One of the most significant pieces of legislation to be passed in
Brazil during the past several years is Law No. 4728 of July 14, 1965,'
the so-called "Capital Market Law." While the law deals with considerably more than the capital market, it is only this latter aspect
which will be discussed here.
Law No. 4728 encourages private investment by giving the
Central Bank broad powers of control and supervision over the
market. The Bank is charged with: (1) facilitating public access
to information about stock and commercial paper floated on the
market, as well as about issuing companies; (2) protecting investors
against fraudulent or illegal issues of stock or commercial paper; and
(3) eliminating price rigging. The law further encourages investment in stocks and government bonds by granting liberal tax advantages with respect to income derived from these sources.
Equity investments in so-called "open capital" companies are
also given substantial tax advantages in an effort to "democratize"
the capital of private companies; these advantages accrue largely to
the stockholders. The withholding tax on dividends paid to holders of
bearer shares who do not identify themselves is 25%, compared to
40% on similar dividends from "non-open" companies. There is no
withholding tax on dividends paid by open capital companies to
holders of nominative or the newly permitted endorsable shares, or
to holders of bearer shares whoidentify themselves; but on dividends
paid by non-qualifying companies, the withholding rates are 10%,
15% and 20%, respectively. In each of the three latter cases, however, the stockholder is required to report the dividends on his personal income tax return and may take credit for any taxes withheld.
In addition certain tax deductions are allowed to individual stockholders in open capital companies.
Central Bank Resolution No. 16 of February 16, 1966, defines
"open capital" companies. Basically, a corporation may be certified
as an "open capital" company if: (a) its shares meet prescribed standards and are traded with specified frequency and in specified volume
DiarioOficial of July 16, 1965.
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on the Brazilian exchanges; or (b) its shares have not yet attained the
specified level of trading, but (i) at least 15% of its total share
capital is held by the public and is in the hands of at least 500 small
stockholders; or (ii) its shares are being offered to the public, meet
prescribed conditions, and show a possibility of attaining the specified
level of trading; of (c) up to August 14, 1966, its shares are quoted
on the exchanges and its voting shares are held by not more than 200
small stockholders (individuals or mutual funds), none of whom
own more than 3 % of corporate capital.
Law No. 4728 also allows debentures and other debt obligations
in nominative or bearer form to contain a provision for monetary
correction as to both principal and interest. These obligations must
be subscribed by specially authorized financial institutions, or issued
through such houses. This concept is a revolutionary one, since such
clauses in private contracts have heretofore been forbidden by law.
For the first time in Brazil, the law also permits companies to have
authorized but unissued stock and, related to this, corporations may
now issue debentures convertible into shares.
In addition, Law No. 4728 is intended to eliminate the so-called
"parallel market" by requiring that in the future all negotiable instruments sold in the market must be issued through and guaranteed by a
financing institution, allowing a period of 60 days for any remaining
direct obligations to be brought into conformity with the law and instituting stiff penalties for violations.
Finally, the law sets forth certain broad regulations with regard
to the operation of investment companies and authorizes the formation
of private investment banks. This was later amplified by Central Bank
Resolution No. 18 of February 16, 1966, discussed below.
The most important of the regulatory measures issued under
Law No. 4728 are Central Bank Resolutions Nos. 16 (discussed
above), 18 and 21.
Resolution No. 18 regulates the organization of private development and investment banks. It requires that such banks must have a
minimum subscribed capital of Cr$5,000 million, of which at least
50% must be paid in at the outset, the balance within one year. They
can make loans for either fixed capital or working capital needs, for
periods of not less than a year, which loans, under prescribed conditions, may contain a monetary correction clause. They may invest
in equity securities and engage in underwriting and marketing such
International Lawyer, Vol. I, No. 2
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securities, and may also participate in the acceptance market, subject
to special requirements. They may accept time deposits under stated
conditions and obtain funds abroad for re-lending. There are special
provisions governing underwriting and marketing of convertible debentures containing a monetary correction clause.
Resolution No. 21 of March 15, 1966 aims to increase the
available loan capital of finance companies by loans from the Central
Bank on favorable terms for medium term financing, conditioned
upon their passing on the benefits to the borrowers and to ultimate
consumers.
Several new funds have also been set up within the Central Bank
to facilitate financing in various sectors of the economy and to promote broader public ownership of capital; a few of the more important
ones are:
1) FINAME (Fund for the Financing of Machinery and Equipment Purchases), created by Decree No. 55275 of December
22, 1964,10 finances the purchase of locally produced machinery and equipment for a maximum period of five years;
such financing is subject to monetary correction.
2) FINEP (Financing Fund for the Study of Projects and Programs) was established by Decree No. 55820 of March 8,
1965.11 Its purpose is to improve Brazilian industry's ability
to work out economic development projects and programs
for foreign financing.
3) FUNDECE (the Fund for the Democratization of Company
Capital) was established by Decree No. 54105 of August
6, 1964,1- in collaboration with the United States Agency for
International Development (AID), to provide loans for
additional working capital to enterprises on the basis of
normal bank collateral. Priority is given to those enterprises
which, among other things, agree to open capital ownership
to the public. These loans, too, are subject to monetary
correction.
4) Finally, FUNAGRI (General Fund for Agriculture and Industry) was created within the Central Bank by Decree No.
DiarioOficial of December 24, 1964.
11 DiarioOficial of March 9, 1965.
12 DiarioOficial of August 7, 1964.
10
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56835 of September 3, 1965,13 as a sort of primary fund,
incorporating FINEP, FUNDECE, FINAME, and others,
within its financing operations. These funds are now, in
effect, sub-funds of FUNAGRI.

Foreign Investment
Profit Remittance. The highly restrictive Law No. 4131 of
September 3, 1962 14 made any remittances of profits abroad dependent upon the registration with SUMOC (now the Central Bank) of
the relevant investment. One of the laws passed by the new Government is Law No. 4390 of August 29, 1964,1" which amends Law
No. 4131 in several significant respects and expressly repeals the
regulations thereto.1" Because of the tremendous backlog of applications for registration, none of which had been granted, the new law
provides that in cases where registrations have neither been granted
nor refused, remittances may be made by means of a guaranty bond
(termo de responsabilidade). Regulations have been issued in the
form of Decree No. 55762 of February 17, 1965.17
The new law eliminates the 10% limitation on profit remittances
(except in cases involving luxury goods and services, where a ceiling
of 8% was imposed; or in the event of "serious disequilibrium" in the
balance of payments, in which case the Central Bank may impose, for
a limited period, restrictions on the remittance of profits and on the
repatriation of capital). Under the old law, the maximum permissible
percentage was computed on the original capital only; under the new
law, it is computed on original capital plus reinvestment. Even in the
case of the limitation relating to luxury items, remittances exceeding
the 8 % limit are treated as principal repayment and are deducted from
the corresponding registration.
Furthermore, under the new law, profits and dividends assigned
to natural or juridical persons resident or with their head offices abroad
are subject to withholding tax at the rate of 25%, which rate, however, is reduced to 15% on profits reinvested by the company in
Brazil in the expansion of its industrial plant. Amounts "effectively
remitted" abroad are now subject to the supplementary income tax,
13 Diario Oficial of September 6, 1965.
14 Diario Oficial of September 27, 1962.
11 Diario Oficial of September 11, 1964.
16 Diario Oficial of January 21, 1964.
11 Diario Oficial of February 18, 1965.
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if they exceed, in any period of three years after 1963, an average of
12% of registered capital and reinvestments. Between 12% and 15%
the tax rate is 40%; between 15% and 25% it is 50%; and over 25%
it is 60%.
Investment Guaranty Agreement. The U. S.-Brazilian (AID)
Investment Guaranty Agreement, signed on February 6, 1965, and
approved by the Brazilian Congress in July 1965, entered into force
on September 17, 1965, and was formally promulgated by the President on March 10, 1966.
Political
In the political area, the most significant development has been
the promulgation, on October 27, 1965, of the so-called "Second
Institutional Act" (Ato InstitucionalNo. 2)." This document extends
until March 15, 1967, the extraordinary powers of the Castelo Branco
regime. Among other measures, it greatly increases the Federal Government's power to intervene in the States; it institutes indirect voting
for President and Vice President; abolishes all existing political parties, providing for the organization of new parties; and provided that
elections for President and Vice President were to be held no later
than October 3, 1966.
President Castelo Branco, on February 11, 1965, by Decree
No. 55750,0 formally promulgated the Extradition Treaty with the
United States which had entered into force on December 17, 1964.21
Taxation
Constitutional Amendment No. 18. The major development in
the tax field is the approval of Constitutional Amendment No. 18 of
December 1, 1965," effective January 1, 1967, which shifts the main
emphasis in tax policy from indirect taxes as the principal source of
revenue to the income tax and clarifies the delineation of the taxing
powers of the Federal, State, and Municipal Governments. As now
amended, the Constitution reserves to the Federal Government the
power to tax imports and exports, rural property, income, industrial
goods, financial operations, most transportation and communication
19 DiarioOficial of October 27, 1965.
20 DiarioOficial of February 15, 1965.
21

Agreement relating to Investment Guaranties, 15 U.S.T. 2093, 2112,

T.I.A.S. 5691.
22 DiarioOficial of December 6, 1965.
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services and various other operations, and sets forth the formulae by
which these tax revenues are to be distributed among the Federal,
State, and Municipal Governments. Municipalities can raise taxes
on urban real estate, the States on transfers of real property and sales
of merchandise. For the first time, sales and consignment taxes will be
levied on "added value," thereby ending taxation of products produced
for shipment to other states by both the producing state and the state
of destination.
Income Taxes. Law No. 4506 of November 30, 1964 8attempts
to make tax administration simpler and more efficient, rather than to
effect an increase in the tax rates. It (1) increases withholding taxes
and makes them more comprehensive; (2) subjects "mixed-economy"
companies (i.e., companies part of whose capital is owned by a governmental entity) to taxation; (3) adjusts overdue tax liabilities upward in proportion to the rise in the cost of living; (4) imposes a 15%
withholding tax on the discount of negotiable instruments; (5) makes
personal income taxes more progressive; and (6) regulates deductions
more strictly. It also provides for a revaluation of fixed assets of
domestic companies, reducing the tax on the increase from 15% to
5%. It ends the former compulsory loans, and provides that 20% of
income taxes will be channelled to the National Economic Development Bank. 4
A second major development in the tax area is the passage of
Law No. 4862 of November 29, 1965.2' Among other provisions it
(a) raises the personal exemption for individuals to Cr$1,500,000
and reduces the progressive tax scale to a maximum bracket of 50%
on incomes over Cr$48 million per annum; (b) grants a general tax
amnesty on compulsory loans or surcharges owed under previous tax
statutes; (c) creates a foreign tax credit on the basis of reciprocity;
(d) changes withholding tax rates on wages and extends withholding
to other kinds of income; (e) permits "correction" of declarations of
assets for 1963, 1964, and 1965 without penalty, provided the taxpayer transfers to Brazil at least 70% of assets held abroad (but assets
owned abroad before establishing residence in Brazil are exempt from
the transfer requirement); and (f) grants a reduction in penalties to
taxpayers who settled back tax debts by January 31, 1966.
23
24

DiarioOficial (sup.) of November 30, 1964.
See also Law No. 4357 of July 16, 1964, published in Diario Oficial of

July 17, 1964.
25DiarioOficial (sup.) of November 30, 1965.
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By Law No. 4729 of July 14, 1965,2" criminal penalties-both
fines and imprisonment-have been instituted for tax evasion for the
first time in Brazil.
Decree No. 55866 of March 25, 1965,2" updated the income
tax regulations. Subsequently, however, pursuant to Law No. 4862,28
a new set of regulations was published as Decree No. 58400 on May
10, 1966.9 These regulations supersede all previous ones and, in
effect, consolidate all prior income tax legislation.
Stamp Tax. Law No. 4505 of November 30, 1964 " makes
several changes in the Stamp Tax. This law is regulated by Decree
No. 55852 of March 22, 1965." The principal changes effected are,
generally, to raise rates, eliminate the incidence of the tax on certain
transactions, and eliminate the use of actual stamps, making the tax
payable, instead, by filing with the appropriate fiscal authorities a
declaration stating all taxable operations.
Social Charges. Law No. 4863 of November 29, 1965,31 as
regulated by Decree No. 57902 of March 2, 1966," 3 merges the various social security charges into a single rate of 28%, of which 20%
is borne by the employer. It also imposes, for fiscal 1966, a 10%
surcharge to be added to import duties, and income and stamp taxes,
the payment of which is regulated by Decree No. 57585 of January 6,
1966." There is also a new charge, imposed on employers by Law
No. 4923 of December 23, 1965,"* as regulated by Decree No. 58155
of April 5, 1966,"6 which establishes the Unemployment Insurance
Fund.
Tax Incentives. In addition to the above, there have been other
measures dealing with taxes. One of the most significant is InterMinisterial Ordinance (Portaria) 71, issued in February 1965, followed by Law No. 4663 of June 3, 1965." 7 This law is regulated by
26 Diario
27 Diario
28 Diario
29 Diario
30 Diario
"I Diario
22 Diario
33 Diario
34 Diario
35 Diario
36 Diario
37 Diario

Oficial of July 19, 1965.
Oficial of April 5, 1965.
Oficial (sup.) of November 30, 1965.
Oficial (sup.) of May 12, 1966.
Oficial (sup.) of November 30, 1965.
Oficial of March 29, 1965.
Oficial (sup.) of November 30, 1965.
Oficial of March 4, 1966.
Oficial of January 7, 1966.
Oficial of December 29, 1965.
Oficial of April 11, 1966.
Oficial of June 4, 1965.
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Decree No. 57271 of November 16, 1965," which also extends the
provisions of Portaria71 to the year 1966. It has been expanded by
Law No. 4862 of November 29, 1965,"9 which is regulated by Decree
No. 57618 of January 10, 1966." ' This package of measures is
designed primarily to stabilize prices, for which purpose it grants
important tax incentives.
Companies adhering to the 1965 price stabilization program,
which renew their pledge for 1966, pay income tax of 18% (instead
of the normal 28%) on 1965 profits; those adhering to the 1966
stabilization program pay income tax in 1967 of 20% on 1966 profits;
those which comply partially with the 1966 program (i.e., that raise
their prices by no more than 10%) pay 23% in fiscal 1967. In
addition, adhering companies are granted: (1) a tax deduction from
gross profits sufficient to maintain the company's working capital;
(2) a reduction from 5% to 2% in the tax on revaluation of fixed
assets; and (3) a waiver of the tax on excess capital reserves. On the
other hand, if a company should increase its prices beyond a certain
percentage, its income tax is increased to more than the standard 28 %.
In the area of tax incentives the Government has also established
incentive programs for various industries deemed of special importance to the national economy. Such industries include textiles, petrochemicals, iron ore, oil shale, and chemicals.
U. S.-Brazil Tax Treaty. Finally, it should be noted that in
January, 1966 conversations were initiated between Brazil and
the United States on a tax treaty designed to avoid double taxation.
The proposed treaty will be concerned with the tax treatment of trading and other business enterprises, investment income, and income
from services.
Chile
Copper Legislation, etc.
After a long battle in Congress the President, Eduardo Frei
Montalva, leader of the majority Christian Democratic Party, was
successful in securing the enactment of legislation on the copper
industry in substantially the form originally presented. Law No.
16,425 of January 24, 1966 1 creates the Copper Corporation as an
Diario
39 Diario
40 Diario
41 Diario
38

Oficial of November 17, 1965.
Oficial (sup.) of November 30, 1965.
Oficial of January 13, 1966.
Oficial of January 25, 1966.
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agency of the Chilean Government, with increased governmental
powers in regard to this industry, with authority to participate in
direct ownership of "mixed companies," and with authority to intervene in the sale of copper in national emergency situations. This
legislation also provides the legal underpinning for the consummation
of the agreements already worked out with the three large American
companies, whereby copper production in Chile may be doubled by
1971.
Other major legislation proposed by President Frei and the
Christian Democratic Party is still in Congress. The Agrarian Reform
Bill and the Constitutional Reform Bill, which among other things
affect drastically the right to private property and the right of the
Government to expropriate under certain terms, have passed the
Chamber of Deputies and at time of writing are pending in the Senate.
Taxation
An Appellate Court held that prior to the calculation of the
income tax due, it was permissible first to revalue certain large machinery used in the enterprise and then apply to this newly established
value an appropriate depreciation allowance. Colombia
Exchange Control

Decree No. 2322 of September 2, 1965," a supplemented by
Resolution No. 32 of the Monetary Board, makes important changes
in the regulations relating to foreign exchange and foreign trade,
including:
1) The suspension of public foreign exchange auctions for
"Exchange Certificates."
2) Creation of "preferential" and "intermediate" rates at which
foreign exchange will be sold by the Banco de la Rep6blica
to cover foreign remittances. Periodically, the rates for
"Exchange Certificates" and the procedure for their sale will
be fixed by the Monetary Board. "Preferential" rates will
apply to the importation of essential materials, whereas "intermediate" rates are to be used for importation of less
essential items.
Impresos Industriales "El Melon" S.A. con Impuestos Internos (Corte de
Apelaciones, Valparaiso, October 6, 1965).
43 DiarioOficial of September 14, 1965.
42
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Labor
Social benefit payments required of employers have been substantially increased, and the Labor Code has been modified or
amplified in various important respects, under Legislative Decree
No. 2351 of September 4, 1965.4 . Various other important matters,
such as strikes, arbitration, etc., are also dealt with by the decree.
Taxation
By Decree Law No. 2323 of September 2, 1965,11 a 15% surcharge on the amount of the 1964 income and complementary taxes
has been made payable for the year 1965 and a 10% surcharge on
1965 income and complementary taxes is payable for 1966. Taxpayers obligated to pay the 15% tax are also obligated to purchase
government bonds in an amount equivalent to 5% of their 1964 tax
liability.
Under Legislative Decree No. 228 of February 3, 1966,4" the
10% foreign exchange tax is not payable in the case of exchange
certificates of the intermediate market sold to permit (1) the reimbursement of foreign capital registered in the said market and the
transfer of profits thereon, (2) amortization of indebtedness created
prior to Decree No. 2322 of September 2, 1965,'- and (3) amortization of indebtedness originating subsequent to enactment of this
decree.
Dominican Republic
The serious political upheavals which began in April 1965 paralyzed the legislature and the courts.
On September 3, 1965, a Provisional Constitution was promulgated 4' to take effect on May 5, 1966, and to continue in force until a
permanent constitution is adopted. Basically, this provisional Constitution preserves all laws presently extant and provides that neither
the President nor members of Congress can be elected to successive
four-year terms but may be re-elected at a later time. The national
territory is divided into Departments which, in turn, are divided into
Municipalities. A governor appointed by the President is to head each
44 Diario Oficial of September 17, 1965.
45 Diario Oficial of September 14, 1965.

See also Decree No. 2646 of

October 5, 1965, published in Diario Oficial of October 14, 1965.
46 Diario Oficial of February 19, 1966.
47 Diario Oficial of September 14, 1965.
48 Gaceta Oficial of September 4, 1965.
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Department and to continue in office at the pleasure of the President.
Municipalities will be independently self-governed.
Ecuador
Atomic Energy

Supreme Decree No. 2671 " of December 1, 1965 vests direct
control of all radioactive materials that may be discovered within the
national territory in the Government, which, through the Ecuadorian
Atomic Energy Commission, shall regulate exploration and exploitation activities.
Land Reform
Resolution No. 636 of July 23, 1965 50 contains the Regulations
applicable to expropriations under the Agrarian Reform Law. The
resolution defines the criteria to be followed in determining whether
land is idle and whether its cultivation is deficient. It also provides
the criteria for the expropriation of land in the event of "demographic
pressures."
El Salvador
Foreign Investment

Effective August 18, 1965, Decree No. 348 " provides that
small businesses and industries shall be operated by persons born in
El Salvador and other Central American republics. Small businesses
and industries are defined as those with capital of less than $40,000
(100,000 Salvadorean colones). It is provided, however, that foreigners and naturalized persons may continue to operate small businesses and industries for five years, with renewal for additional fiveyear periods allowed provided that there are no native-born persons
or Central Americans engaged in the same type of business or industry.
Guatemala
The principal developments in Guatemala have been of a political nature, in connection with the work of the Constitutional Congress,
the election of a new President and of members of the new Congress,
and the completion of a new Constitution. In May 1966, the Congress, acting as a result of the fact that none of the three candidates
49 Registro Oficial of December 2, 1965.
50 Registro Oficial of August 17, 1965.
,1 Gaceta Oficial of August 10, 1965.
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for the Presidency obtained a clear majority, named Lic. Julio C6sar
M6ndez Montenegro President.
Banking
Under Decree Law No. 429 of February 17, 1966,52 the Government has created the Industrial Bank to function as a commercial and
mortgage bank.
Constitution

Guatemala is now governed under a new Constitution " which
became effective on May 5, 1966. It is modernistic in approach and
contains many provisions covering social reforms.
International Commodities Agreements
Decree Law No. 420 of January 20, 1966 5 ' decrees the adherence of Guatemala to the Protocol extending the term of the International Sugar Agreement of 1958.;By Decree Law No. 391 of November 9, 1965 "' the Government approved the Pact of Incorporation of the Coffee Federation of
America (Federaci6n Catetalerade Amdrica) signed in San Salvador
on October 24, 1964, by Costa Rica, Dominican Republic, Ecuador,
El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Panama,
Puerto Rico, and Venezuela.
Under Decree Law No. 417 of January 4, 1966, 57 the National
Coffee Association Law was enacted. The law empowers the Executive Branch to direct, orient, and control the Government's national
and international coffee policy, and it regulates the National Coffee
Association, an autonomous organization formed by the coffee
growers.
Labor
Decree Law No. 389 of November 4, 1965,8 obligates all employers to give a Christmas Bonus of not less than 50% of salaries
520El

Guatemalteco (official gazette) of February 18, 1966.
El Guatemalteco of September 15, 1965.
4 El Guatemalteco of January 22, 1966.
55 Proctocol for the further prolongation of the International Sugar Agreement of 1958, T.I.A.S. 5933. See 10 U.S.T. 2189, T.I.A.S. 4389.
16 El Guatemalteco of November 11, 1965.
53

57

El Guatemalteco of January 7, 1966.

58

El Guatemalteco of November 5, 1965.
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to all their workers who were continuously employed during the year
prior to December 1, 1965. Workers who did not complete the required year are entitled to a bonus fixed in proportion to their length
of service. (This Decree covers only the year 1965. The new Constitution makes a christmas bonus payment a permanent obligation on
the part of employers.)
Political
Decree Law No. 387 of October 23, 1965 " enacts the Electoral
and Political Parties' Law which regulates the right to vote, the inscription of voters in the voting registries, the organization of political
parties, and so forth.
Honduras
The National Constituent Assembly, installed on March 16,
1965, elected Oswaldo L6pez Arellano President of the Republic for
the Constitutional period of six years beginning June 6, 1965. Culminating its work, the Assembly issued the new Constitution of the
Republic,"0 effective June 6, 1965, replacing the prior Constitution
(1957) as of that date. The new Constitution generally reflects
attempts to clarify previously existing discrepancies and gives effect to
major legislation adopted since the effective date of the prior Constitution. Article 97, which reconfirms the recognition and guaranty of
private property, injects a new factor by relating the principle of
the "social function" to private property usage. This reference, in
turn, reflects a more expanded interpretation of a term found in the
Agrarian Reform Law adopted in 1962. Unfortunately, the term
lends itself to ambiguity with resulting uncertainties in the implementation of this law.
Commerical Code
The Commercial Code has been amended by Legislative Decree
No. 5 " to permit the issuance of shares by Honduran entities for a
nominal (par) value of L 10 per share rather than L 100 per share
as was previously required.
59 El Guatemalteco of October 26, 1965.
60 Gaceta Oficial of June 5, 1965 and Gaceta Oficial of June 12, 1965.
11 Gaceta Oficial of April 22, 1966.
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Mexico
Banking and Insurance
By the Decree dated December 23, 1965,62 effective December

31, 1965, no foreign government, foreign corporation or foreign individual and no group of foreign corporations or individuals may own
stock in Mexican capital investment funds, insurance firms, bonding
companies, banks, or credit institutions. All existing companies have
been given one year to amend their charters to so provide. The
Treasury Department is authorized to grant individual exemptions to
those Mexican banking, credit, and insurance corporations in which
foreign holdings of capital stock existed prior to the effective date.
Social Insurance
By the Decree of December 30, 1965,6" effective January 1,
1966 the proportion of contributions to the Mexican Institute of Social
Insurance paid by employers has been increased from 50% to 62.5%,
while the Government's share has been reduced from 25% to 12.5%.
The employee still contributes 25%.
Taxation
Mexico continued to take steps forward in the tax program initiated at the end of 1961. The following changes were among the
more significant: (1) the tax on the sale of securities, suspended in
1965 as to sales by individuals, was similarly suspended for 1966;
(2) gains realized by business enterprises on sales of machinery and
equipment are now fully taxable regardless of how long the machinery
and equipment have been owned, whereas previously such gains were
taxed in full if the machinery and equipment had been held by the
taxpayer for less than two years and to a lesser extent if the holding
period was greater; (3) losses on these sales, as well as casualty losses
on the machinery and equipment, are now fully deductible, whereas
previously losses were deductible only against gains on similar sales;
(4) dividends, in cash or kind, which are reinvested in capital stock
of the same company within thirty days of receipt of the dividend
are now exempted from the tax on income from capital investments;
and (5) losses on disposal of assets are now not deductible "when
62

Diario Oficial of December 30, 1965.

63

Diario Oficial of December 31, 1965.
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the acquisition value differs from the real value at the time the transaction is effected." 64
Nicaragua
Banking
The Organic Law of the Central Bank of Nicaragua has been
amended by Legislative Decree No. 1103 " to facilitate medium and
long term financing of specific development programs by means of
the creation of a fund for the development of production to be operated through the banking system.
Professions
Legislative Decree No. 1153,66 effective January 31, 1966, prescribes the basis on which individuals with degrees in a profession can
practice such profession in Nicaragua. The principle of reciprocity
is applicable to foreign professionals desiring to practice in Nicaragua
on a long-term basis so as to permit them to function within the Reotherwise required, if on a technical
public without filling prerequisites
67
case.
special
a
for
mission or
Social Security

The General Regulations of the National Institute of Social Security have been amended by Executive Decree No. 7 68 (1) to deal
extensively and specifically with quantities and procedures pertaining
to contributions required under the law; (2) to restate benefits and
procedures pertaining to hospital care, subsidies during sickness, pensions, and death; and (3) to revise and expand upon existing provisions pertaining to professional sickness and work accidents and
incapacity in connection therewith.
Peru
Banking
Law No. 16000 of January 26, 1966 69 creates the Banco de la
Naci6n to serve as the chief fiscal agency of the Nation. Among other
64

See the Decree of December 29, 1965, published in Diario Oficial of

December 31, 1965.
65 Gaceta Oficial of August 14, 1965.
66 Gaceta Oficial of August 14, 1965.
67 Gaceta Oficial of January 31, 1966..
68 Gaceta Oficial of September 25, 1965.
69 El Peruano (official gazette) of January 28, 1966.
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functions, the new Banco de la Naci6n will collect the profits from all
government-operated enterprises, be the exclusive depository for public funds with the exception of the existing Bancos Estatales and the
Banco Central Hipotecario, make all payments of public funds, and
service the public debt. The bank has an initial capitalization of
500,000,000 soles.
Housing

Following a previous decree in 1964, which exempted from all
taxes housing programs financed with an AID guaranty and placed
under the administration of the Housing Bank of Peru, Decree No.
249-H of July 13, 1965 "' exempts from all taxes the operations of
enterprises engaged in financing, constructing or selling houses.
Labor

By resolutions of the National Commission on Minimum Wages
and Salaries of July 23, 1965, :' minimum wages have been fixed for
various departments throughout the nation.
Mining

By Law No. 16066 of February 18, 1966,2 the Peruvian Mining
Code has been modified in many particulars.
Taxation

Decree No. 325-H of August 13, 1965 13 exempts all interest on
loans from international lending organizations from income taxes.
Venezuela
Customs Duties

By a law dated December 23, 1965, the Customs Law has been
amended in several respects. A phrase has been eliminated which
previously made customs classifications and assessments final, arousing fears that review at a later date (up to ten years from the date of
the first assessment) could raise final customs duties and increase the
cost of merchandise years after the same has been resold. 5
M
T

El Peruano of July 21, 1965.
El Peruano of July 30, 1965.
72, El Peruano of February 19, 1966.
73 El Peruano of August 31, 1965.
70
71

74 Gaceta Oficial (extraord.) of January 7, 1966.
75See El Nacional of January 7, 1966, at page D-10.
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Forestry

A new forestry law dated December 14, 1965 76 contains several
important innovations. It permits the granting of concessions for up
to fifty years for exploitation of forest products and establishes greater
governmental control over use of soil, water, and forest resources.
Government

A new organic law " for the Office of the Solicitor General of
the Republic has been enacted. It governs the judicial and extrajudicial representation of the Republic, the preparation and execution
of government contracts and the rendering of legal advice to the
Public Administration. It also contains a regulation of the administrative procedure which is required of private litigants before they
may bring judicial actions against the Nation.
Housing

Decree No. 510 of March 8, 1966 " grants a ten-year exemption
from income taxes for income derived from the rental or sale of
housing units meeting certain standards specified in the decree.
Insurance

A most important legislative development has been the enactment of a new law, dated June 28, 1965, governing insurance
and re-insurance companies. 7 This law, which introduces sweeping
changes in the conduct of insurance businesses in Venezuela, provides
that insurance contracts executed abroad covering persons domiciled
in Venezuela or property located in the National territory, or ships,
airplanes, and other vehicles registered in Venezuela, will not be valid
unless made with companies authorized under the new law and unless
the premium has actually been received by the National company.
The Superintendency of Insurance is empowered to authorize exceptions to this rule when it is impossible to secure a given coverage from
authorized Venezuelan companies. Also under the new law, insurance
companies are required to adopt corporate form. Mutual companies
now operating in Venezuela are allowed two years to adapt themselves
to this requirement. Fifty-one per cent of the capital of insurance
Gaceta Oficial (extraord.) of January 26, 1966.
Published in Gaceta Oficial of December 22, 1965.
Gaceta Oficial of March 10, 1966.
70 Gaceta Oficial (extraord.) of July 26, 1965. See also Decree No. 446 of
December 14, 1965, published in Gaceta Oficial of December 15, 1965.
70

77
78
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companies must be held by Venezuelans and a majority of the directors of such companies must be Venezuelan. The companies have
a time limit of eight years to comply with the capital holding requirements and one year to comply with the provision as to -directors.
Branches of corporations presently qualified to do business in Venezuela must comply with the requirements of the new law within two
years, with a possible extension for an additional year. Special rules
are established concerning the establishment of guaranties and the
investment of reserves in Venezuela.
Administrative penalties by way of revocation of permission to
operate, fines, and in certain cases imprisonment are provided for
violations of the requirements imposed by the new law. This law is
the first and only legislation in Venezuela which imposes a requirement of Venezuelan investment and administrative control on a
corporation.
InternationalAgreements

The Congress ratified an agreement "ounder which Venezuela
and Great Britain agree to submit to a Mixed Commission the settlement of their controversy arising out of the Venezuelan contention
that the arbitral award of 1899 fixing the boundary between Venezuela and British Guiana should be nullified. If an accord is not
reached within four years, the matter is to be submitted for solution
in accordance with the provisions of Article 33 of the United Nations
Charter. Since British Guiana was to become an independent country
on May 26, 1966, the Prime Minister of British Guiana also signed
the agreement in ratification of its contents.
Investment
Resolution No. 8-66 of February 11, 1966,1 promulgated by the
Superintendency of Banks, is designed to prohibit investment in foreign mutual funds and bars captaci6n de fondos by entities not authorized by the Superintendency pursuant to the Banking Law of
February 3, 1961,2 and subjects violators to a Bs.40,000 fine.
Minerals
The Government, which receives 70% of its income from oil
revenues, continued its dual policy of pressing for higher prices for
80 Published in Gaceta Oficial of April 15, 1966.
81 Gaceta Oficial of February 11, 1966.
82

Gaceta Oficial (extraord.) of March 11, 1961.
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Venezuelan oil and for a greater participation in revenues derived
from the extraction of petroleum and iron ore. Income tax claims for
1958, 1959, and 1960 were presented against various oil companies
for amounts exceeding $100 million. The Government argues that
tax declarations for such years reflected profits based on realized prices
which were too low and has asserted its deficiency claims on the basis
of an "admissible national discount"; the difference between this
"admissible national discount" price and lower realized prices is considered as additional income obtained by the oil companies and subject to taxation. The oil companies maintain that they sold their oil
at the best price obtainable in the world market and should pay taxes
only on income actually received.
Decree No. 187, which is designed to give the state-owned Corporaci6n Venezolana del Petr6leo (CVP) 33% of the domestic market by 1968, became effective on November 3, 1964.8" The Ministry
of Mines and Hydrocarbons adopted several resolutions implementing
the Decree. Of significance is Resolution No. 1010 ", which, based
on the estimated domestic market growth for 1965, limited new construction for the year to fifty-one service stations, divided the country
into two areas (essentially grouping the more populated or industrialized states, including the Federal District, into Area No. 2 and
all other states and territories into Area No. 1) and permitted the
construction in Area No. 1 of thirteen stations, of which six are
reserved to CVP, and in Area No. 2 of thirty-eight, all reserved to
CVP. Resolution No. 266 8 required the oil companies, during the
year 1965, to "cede" to CVP all rights in a sufficient number of
service stations to cover 10% of their 1964 gasoline sales. This
resolution was not complied with and conversations between the oil
companies and representatives of the Ministry of Mines and CVP
came to an impasse in December 1965 over the companies' demand
for compensation for rights ceded (especially lucrum cessans for long
term supply contracts with non-company-owned stations). Resolution No. 264,8" based on estimated market growth for 1966, limits
new construction during 1966 to thirty-five service stations: five in
Area No. 1 (one reserved to CVP) and thirty in Area No. 2 (all re83 The constitutionality of this Decree is being challenged in a suit which is
pending before the Supreme Court as this report is filed.
84 Gaceta Oficial of December 2, 1964.
85 Gaceta Oficial of March 23, 1965.
86 Gaceta Oficial of April 1, 1966.
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served to CVP). Resolution No. 860 17 requires oil companies during
1966 to cede all their rights in a sufficient number of service stations to
cover 10% of their 1965 gasoline sales; this is in addition to the
previous 10%; discussions have begun anew with government representatives.
Negotiable Instruments

One of the commercial courts of the Federal District (Juzgado
Segundo de Primera Instancia en lo Mercantil) has held " that when
a promissory note is payable at sight or at a fixed period after sight,
the maker may stipulate that the sum payable shall bear interest, but
in the case of a promissory note having a fixed maturity date such
stipulation for the payment of interest is deemed not to be written.
Although Venezuelan courts are not bound by precedent, this decision, by one of the most respected commercial courts in the country,
casts doubt upon the validity of the interest clause customarily contained in most of the promissory notes issued in Venezuela. The court
declined to pass upon the validity of clauses providing for delay
interest after maturity, on the grounds that such issue was not before it.
-1

Gaceta Oficial of July 29, 1966.

88 Case decided on December 9, 1965.
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